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ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002
ICF Report, Executive Summary

CHEV-IR-1

“Please confirm that ICF agrees, as is stated in their report, that various unintended
consequences may result from the imposition of their proposed price caps, including
potentially higher prices of gasoline to or shortages of gasoline supply for Hawaii
consumers should the import-parity prices be affected by “events local to those
[Singapore and Caribbean] markets,” Hawail refinery outages coupled with gas caps
may “jeopardize supply” (p. 76), and the prospect that the price caps may induce an on-
island refiner to shut down its refinery, with adverse effects on prices and supply not onfy
of gasoline but also of other pefroleum products (pp. 6, 74-75).”
a. Please confirm that ICF has done no analysis to determine either
the likelihood of such consequences or the potential costs to the
Hawaii consumers as a result of such consequences.

Response:

a) ICF has not done a specific analysis to determine the likelihood of such
consequences or the potential cost to Hawaii consumers.

iCF agrees that price changes in the Caribbean or Singapore markets could impact the
Hawaii gas caps, either higher or lower depending upon the market movement. This is
actually the intent of the Legislation, however, as ICF noted, it could cause prices to rise
in Hawaii if supply constraints arise in the source markets and Hawaii suppliers increase
prices as the gas cap rises.

ICF believes the existence of gas caps could inhibit supply replenishment in the event of
a refinery unplanned outage. ICF also believes a refiner who looks at their market as
integrated with marketing may feel the gas caps jeopardize the profitability of the
refinery.

ICF's analysis of these possibilities was limited, since much of it is subjective at this
point. No analysis is needed to verify that price spikes or troughs in the USGC or
Singapore markets will impact Hawaii in a gas cap environment. The decision of a
refiner to secure product to make up for lost production due to an unplanned outage is
really up to that refiner. In many cases on the Mainland, refiners pay above the market to
secure supply after unplanned outages to protect their customers, although in a non-cap
environment, those actions will increase rack and DTW price levels so that the refiner
may recover some of those costs.

ICF has not analyzed refiner profitability, but do note that a refinery who evaluates their
profitability at “import parity” will likely be less impacted than marketers who buy at
import parity.

Sponsor: Thomas W. O'Connor



ICE CONSULTING 1.L.C RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-2

“On page 5, ICF notes that it is a “fact that Hawaii is isolated, small, and with a
concentrated group of suppliers.” Is it ICF’s intent, in their proposed calculations of gas
caps, to “correct” gasoline prices in Hawaii for features of the Hawaii market other than
the “concentrated group of suppliers™? If nof, what has ICF done to control for the
particular features of the market in Hawaii that are different from the mainland (e.g.
“isolated, small”, as well as potentially other such features)?”

Response:

ICF utilized input from Hawait suppliérs for terminal costs, barging costs, and trucking
costs which incorporate higher cost levels on a cpg basis than would be typical on the
mainland. These adjustments control for a number of the features of the market that are
different than the mainland.

Sponsor: Thomas W. O’Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002
CHEV-IR-3
“ICF says (p. 8) that the pending ethanol legislation “will also likely result in higher costs
for all suppliers to alter the distribution system {o accommodate the ethanol blending and
preserve gasoline quality integrity.” Please confirm that ICF has not attempted to
estimate the magnitude of such costs.”
Response:

ICF has not attempted to estimate the magnitude of such costs.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002
CHEV-IR-4

“Sirnilarly, ICF also says that “The intent of this report was not to identify the issues or
impacts of ethanol blending, however, it is clearly a factor which may need fo be
considered ..." (p. 76) Please confirm that the current price cap formulas proposed by
ICF do not make any provision for any higher costs or other considerations associated
with the ethanol legisiation.”

Response:

The current price cap formulas proposed by ICF will capture the higher distribution costs
associated with ethanol blending. This will occur on an Industry average basis over time.
As the higher costs of distribution, barging, terminalling, etc. associated with ethanol are
reported in annual zone factor updates, they will be incorporated in the following year's
cap. The other considerations, including ethanol cost and the impact on baseline source
pricing are not included in the gas cap methadology and would need to be assessed.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-5

“Please confirm that, because the proposed “marketing margins” in any given year is tied
to Mainland marketing margins for the previous year, it makes no allowance for Hawaii-
specific costs associated with ethanol. Please confirm that the proposed zone
adjustments are tied to the previous-year’s costs, so that, even if Hawali distributors
incur higher costs in one year in responding to the ethanol mandate, those higher costs
will not be reflected in the price cap formula until the next year. *

Response:

ICF confirms that the proposed marketing margins in any given year make no allowance
for Hawaii specific costs. ICF also confirms that the proposed zone adjustments are tied
to prior years costs, and therefore these will not be reflected in the gas cap formula until
the following year.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

ICF Report. 1.0 Introduction to Hawaii Gasoline Market

CHEV-IR-6

“Blease confirm ICF assumed that, in determining the price caps, the starting point
involved looking at an import parity price (ICF Report, p. 23), and then adjusting that
price upward to reflect marketing margins and the costs of delivering gasoline in the
various zones specified by the legisiation.”

Response:
ICF confirms that, in determining the price caps, the starting point involved locking at an
import parity price (ICF Report, p. 23), and then adjusting that price upward to reflect

marketing margins and the costs of delivering gasoline in the various zones specified by
the legislation.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-7

“ICF says (p. 23) that “The intent of the legisiation is to reflect competitive market
conditions, which we believe can be accomplished by developing an import parity price
at Oahu that best represents an ongoing evaluation of the competitive alternative value
of gasoline into Hawaii, and to use that as the basis for the Gas Cap formulation.” What
is the basis for the “we believe” assertion? Did ICF consider other alternative means
(besides looking at import parity prices) to “accomplish” the “intent of the legisiation™? If
so, what alternatives did ICF consider? Why did ICF reject those alternatives in favor of
ifs “import parity” approach? °

Response:

The “we believe” is based on ICF's experience. ICF believed that the baseline sources
proposed were not consistent with competitive alternatives into Hawaii due to the
extensive dependence of the Mainland on imports, nor did ICF believe that the location
(freight) adjustment in the Legislation was competitive or accurate. The only other
approach (other than import parity) would have been to determine an acceptable refining
margin as a basis. ICF did not really consider this since no other refinery in the world
has its margin protected.

Sponsor: Thomas W. O’Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-8

“Blease confirm that ICF’s estimates of “‘import parity” prices are based on imports from
refineries located outside of Hawaii, and thus does not reflect features specific to the on-
island refineries, including:”

a. The two Hawaiian refineries are significantly smaller and less
complex than Mainland (and in particular California) or Far
Eastern refineries (see Stillwater Associates, Study of Fuel Prices
and Legislative Initiatives for the State of Hawaii, prepared for the
Department of Business, Economic Development and Tourism,
Energy, Resources and Technology Division, August 5, 2003
(hereinafter the Stillwater Report), pp. 36-37);

b. The output slate of the Hawaii refineries is very different than the
output slate of the typical Mainland refinery, with the Hawaii
refineries producing proportionately more lower-value fuel oil and
jet fuel and less higher-value gasoline than their Mainland
counterparts (Stillwater Report, pp. 7-9);

c. Hawaii has higher inventories of gasoline and other petroleum
products (measured in days of supply relative to demand) than the
Mainland (Stillwater Report, pp. 17, 33);

d. Because of the less-complex nature of Hawaii refineries, they tend
1o use light sweet crudes, which sell at a market premium relative
to less-desirable crudes (see Stillwater Report, pp. 36-38).

Response:

ICF confirms that estimates of import parity do not reflect issues identified in a through d.
ICF notes that the import parity price is determined by markets outside Hawaii, not
refineries. In addition, while Hawaii's refineries are less complex and smaller than the
mainland, they also would have lower operational cost related to the lower complexity.
The output slate is, of course, different than the mainland because the complexity is
lower, but the output appears to be geared well to meet Hawaii's demands. A mainland
complex refinery would require exports of gasoline and diesel, and significant imports of
residual fuel to meet Hawaii consumer needs, ICF does not agree that today’s inventory
levels in Hawail are well above the mainiand (see IR-9). Hawaii crude slates which are
low sulfur and are about 33 AP gravity, are reasonably close to the ICF estimated
mainland averages (30-31 API).

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-9

REQUESTS
Docket #05-0002

“JCF estimates (page 12 and Exhibit 1.3) that Hawaii's “days of supply of gasoline can
vary from roughly 20 to 30 days.”

Response:

a.

b.

a)
b)

c)

d)

e)

Did ICF investigate the issue of the size of Hawaii's inventories
relative to the size of Mainland inventories?
Does ICF have any reason to disagree with Stiliwater’s estimates
(Stillwater Report, page 33) that Hawaii's inventories are
significantly greater than those in Mainland markets?
Wouid ICF agree that one element of the “working capital” cost of
petroleum refining and marketing involves the inventory of crude
and finished products? Would ICF agree that higher inventories
translate into higher “working capital” costs? Did ICF attempt to
estimate the higher working capital associated with additional
inventories? if so, what did it find?

Stillwater estimated that, at 2003 prices and assuming an 8% cost
of capital, the additional “working capital” costs associated with
the higher inventory amounted to approximately 0.3 cpg (Stillwater
Report, page 33). Did ICF attempt 0 estimate the higher working
capital associated with additional inventories? If so, what did it
find?

Please confirm that the ICF price cap formula does not include a
provision for such a “working capital” cost differential.

Yes, ICF reviewed Hawaii’s Days supply versus the Mainland
Yes, ICF has reason to disagree with Stillwater's estimates that
Hawaii inventories are “significantly” (quotes added) greater than
those in Mainland markets (See answer d) below)

ICF would agree that one element of working capital cost involves
inventory. ICF also agrees that higher inventories translate into
higher working capital costs. Based on d) below, ICF did not
estimate the impact of inventory on working capital.

The price cap formula does not include a provision for working
capital. ICF examined on a cursory basis the inventory levels of
gasoline in Hawaii and found that the inventory level in 2004
averaged about 830 MB, and was at 810 MB through February
2005. At roughly 30 TBD demand, this is 27 days supply. The US
average in 2004 was about 215 MB at 9 MMB/D demand, or about
24 days. ICF believes the Hawail inventory levels have been
stable since the Stillwater report while the Hawaii demand has
increased.

ICF price cap formula does not include a provision for such a
“working capital” cost differential,



Sponsor: Thomas W. O'Connor



CF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

REQUESTS
Docket #05-0002

CHEV-IR-10

“Please confirm the following propositions:”

Response:

a.

a. Although ICF recognizes that there is a “significant price risk”
associated with importing (ICF Report, page 14}, ICF’s proposed
“import parity” price formula does not make any allowance for that
risk;

b. The “price risk” that ICF had in mind (per discussion with Tom
O'Connor, May 19, 2005 conference) is the risk that, after a tanker
load of gasoline is purchased in Singapore and/or the Caribbean,
the value of that gasoline may fall before it can be sold at
wholesale/retail in Hawaii (e.g., as a result of falling crude prices);

c. Though it is possibie to “hedge” wholesale oil futures in certain
markets (e.g., there are futures markets for USGC and New York
Harbor gasoline), there are no similar financial-market hedges
available for wholesalefretail gasoline sales in Hawaii;

d. Though there are “spot markets” for tanker loads of gasoline in the
USGC and New York, there is no comparable established “spot
market” for gasoline in Hawaii (ICF Report, page 30: “there is no
visible spot market in Hawaii”).

IGF confirms that there is a “significant price risk” associated with importing
(ICF Report, page 14), ICF’s proposed “import parity” price formula does not
make any allowance for that risk;

ICF confirms that the price risk ICF had in mind was the example shown
{price falling after purchase)

ICF believes that it is much more possible for an importer to manage the
price risk of a cargo with an import parity basis for gas caps that reflects the
Singapore & USGC markets. Both these markets could be hedged through
OTC transactions which could be unwound upon either discharge at Oahu or
ratably over the period the cargo would be marketed. Without gas caps, the
risk would be greater since it is not clear what drives the Hawaii gasoline
market. _

ICF confirms that there is no visibie spot market.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-11

“Dlease confirm that a tanker load of gasoline amounts to on the order of 3% of annual
gasoline demand in Hawaii,” and thus represents a sizeable fraction of the annual needs
of a marketer (e.g., on the order of one-fifth to one-third of the annual needs of a
marketer with a 10-15% market share).”

Response:

A 30 MT gasoline tanker is about 265 MB at 8.5 BBL/MT. Hawaii demand in 2004 was
about 31 MB/D. Thus one tanker is about 2.25% of annual Hawaii demand, or about 22-
339% of a marketers’ annual supply if they have a 10-15% market share.

ICF confirms that a tankerload of gasoline amounts to about 2-3% of annual gasoline
demand in Hawaii. ICF notes that the import parity mechanism is intended to identify a
consistent, replicable, and market based pricing mechanism, and not a specific
operational alternative to a marketer.

Sponsor: Thomas W. O'Connor

! Stillwater estimates that “a typical cargo size for a products tanker is about 300,000 bbl,
sufficient to supply all of Hawaii for 11 days, and 3 ships per month would be sufficient fo supply
the market in full import mode.” (Stillwater Report, page 84)



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

REQUESTS
Docket #05-0002

ICF Report, 2.0 Baseline Price and Location Adjustment

CHEV-IR-12

“On pages 18-19 of its report, ICF discusses the quality differences in Singapore and
Hawaii conventional gasoline.”

a.

Response:

a)

o)

c)

ICF lists four differences in Singapore and Hawaii conventional
gasoline: octane rating, sulfur content, benzene content, and RVP
(Exhibit 2.2). For each of these factors, please confirm that ICF
has not made an estimaie of the potential added cosis associated
with different standards on the prices for Singapore and Hawaii
conventional gasoline in terms of cents per gallon.

in particular, though ICF believes that the “net effect [on price] of
these quality anomalies [between Singapore gasoline and US-
quality gasoline] is reasonably small” (ICF Report, page 18),
please confirm that ICF has not determined what the price
adjustment would be.

Please confirm that Singapore gasoline has high suifur content
(ICF Report, Exhibit 2.2), and thus may not be legai for sale in
Hawaii, especially under the pending lower-sulfur gasoline
regulations.

Please confirm that ICF’s assessment of import parity includes no
estimate of the costs of obtaining MTBE-free product.

Please confirm that ICF did not take into account the impacts of
ethanol and new sulfur regulations in its assessment of import

parity.

{CF has not made a specific calculation of the added, or fower
costs of producing gasoline to meet Hawaii specifications. As
noted, RVP would reduce costs; sulfur and benzene could raise
them.

ICF has not. The assessment would require analysis of crude and
processing models for Singapore and other Far East refiners, and
this would only provide a macro assessment.

Singapore's gasoline specification is above Hawaii’s per Exhibit
2.2; the actual sulfur level in Singapore and other Far East
sources depends on crude slate and operational configuration.
Gasoline would, as noted, need to be blended or refined to meet
all Hawaii requirements.

ICF confirms that ICF’s assessment of import parity includes no
estimate of the costs of obtaining MTBE-free product.



e) ICF confirms that ICF did not take into account the impacts of
ethanol and new sulfur regulations in its assessment of import

parity.

Spensor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-13

REQUESTS
Docket #05-0002

“Dlease confirm that ICF does not have a published price source for “Caribbean”
gasoline prices, but instead estimated those prices as equal to USGC waterborne prices
“less 1 cpg to recognize the trading competition” (page 19).”

Response:

a.
b.

What is the nature of the “trading competition” that ICF identified?
Did ICF collect any data on transaction prices in “the Caribbean™?
If so, what did that data show? How consistent were those data
with ICF’s estimate that Caribbean prices are (on average) equal
to USGC minus 1 cpg?

Given that Jones Act shipping from the USGC to Hawaii is
significantly more expensive than non-Jones-Act shipping from
“the Caribbean” to Hawaii (ICF Report, pages 20-21), why would
Caribbean exporters discount gasoline sold for delivery in Hawaii
relative to USGC prices?

The “trading competition” refers to the competition to market bulk
gasoline into the US East Coast and Florida from the Caribbean,
Europe, and the USGC.There is no published Caribbean pricing
for gasoline. Based on ICF experience and comments from
several Industry and Trading contacts (who would not be
referenced), ICF assigned a 1 cpg discount. The input ICF had
was that Caribbean refiners target getting a USGC waterborne
price FOB their refineries, and sometimes they do and sometimes
they don't. ICF used the Platt's USGC waterborne price as a basis
for the Caribbean because of its liquidity, and discounted it by a
penny to reflect the Caribbean input. ICF should also note that the
use of a Caribbean source enables utilizing published freight data
in Platt's for Foreign Flag vessels in the import parity assessment.
Strictly using the USGC as a source would have required using
less transparent marine chartering assessments for US Flag
vessels.

ICF did not collect specific transaction prices in “the Caribbean”.
The gasoline is not discounted for Hawaii; ICF’s assertion is that
the gasoline is discounted regardiess of where the gasoline
moves.

Sponsor: Thomas W. O’Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A.INC. INFORMATION
REQUESTS

Docket #05-0002
CHEV-IR-14

“Exhibit 2.3 (page 19) presents the baseline source unleaded price data.”

a. Why are the numbers in the AVG row in every column 0.5 cents
lower than the average of the 1999-2004 figures in the table?

b. With regard to your response o CHEV-IR-3.a, is this a deliberate
adjustment to the average?

c. Is the annual average for 1999 based on twelve months of actual
prices or were some of the months extrapolated?

d. If months were extrapolated, please explain why this methodology
was used.

Response:

a) The data available for 2004 was 11 months through November. Consequently,

the average of the 6 years is slightly different than the average of the 71 months.
b) Noitis not.

¢) The annual average in Exhibit 2.3 is based on 12 months data.
d} N/A

Sponsor: Thomas W. O'Connor



ICF CONSULTING LL.C RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

REQUESTS
Docket #05-0002

CHEV-IR-15

“In Exhibit 2.7 (page 22), which presents ICF's freight assumptions to Hawalil, note (1)
says, in part, “adjusted to Honolulu.”

a. Please provide this Honolulu adjustment on a monthly basis.

b. Also, please provide the formula/ methodology for determining the
Honolulu adjustment including all data inputs (e.g., average
speed, length of trip, days of trip, docking/ terminalling or any
other fees, fixed fees for chartering, per galion fees for insurance
or other services, and any other data used to calculate the
adjustment). Some of the assumptions appear to be reflected in
Exhibit 2.7. Please identify the data and the sources of the data
and/or estimates, given in that Exhibit.

¢. How is the Honolulu adjustment applied? Is it added to the freight
rate from the Caribbean? Is it subtracted from the freight rate
from Singapore?

d. Does the Honolulu adjustment assume a “paying backhaul?” If
not, does ICF have an estimate of the extent to which the
estimated Honolulu adjustment is too low due to the omission of
the added cost of an empty backhaul?

e. Isthe adjustment to Honolulu the same as the “Adjust to Hawaii”
in Exhibit 2.5 (page 21)7

Response:

a)

d)

e)

For a through ¢, the freight cost calculations used to determine the costs in
Exhibit 2.8 are shown in Spreadsheets “B2 Honolulu Landed Price v4", and
“B2 5A Platt's Rate Check01-26" and “B2.5B Platts Clean Tanker Rates”. The
analysis involves evaluating the Singapore freight market for 30 MT vessels as
quoted in Platt's (Code # AAAUV0D) from Singapore to the USWC (this is in
Lump Sum Doliars), and then adjusting the mileage to Hawaii {Honolulu}.
Estimates are made for loading, discharge, and vessei speed. Other costs as
detailed in Exhibit 2.7 are added.

ICF does not believe so. ICF’s analysis utilized Platt’s freight rate quotes for the
Caribbean and Singapore markets to the USWC. Platt’s quotes represent known
deals done for freight. Some of these may or may not reflect backhaul
opportunities from the USWC. The freight adjustment to move gasoline to Hawaii
therefore assumes a similar representation of backhauls. While Hawaii typically
will export cargoes of naphtha to the Far East, other backhaul opportunities may
be limited (Hence ICF’'s comments that the freight estimate may be
conservative). Backhaul opportunities from the USWC to return to the Caribbean
or Singapore could also be limited, but again there was insufficient information to
gauge a cost. -

No, they are different. Will address under IR-16.

Sponsor: Thomas W. O'Connor



ICE CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-16

REQUESTS
Docket #05-0002

“We have a series of questions regarding ICF’s Exhibit 2.5 (p. 21 ), which presents ICF’s
estimates of freight costs to Hawaii from the US.”

a)
b)

d)

Please provide the information from the sources, and the sources,
identified in Footnote 1 to Exhibit 2.5 (Marine Charter companies.)

it is not clear from the information given in Fn. 1 to Exhibit 2.5 what
the information from the *Marine Charter companies” reflects. On the
one hand, it is possible that the Marine Charter guotations reflected
charter market conditions, including (presumably) the actual
availability of backhaul opportunities (after delivering the gasoline)
available to tanker operators in the time periods and on the routes
used in the Exhibit. (Iin other words, a charter operator might quote a
lower price knowing that a backhaul was available.) On the other
hand, it is possible that the Marine Charter quotations explicitly
assumed that there were no backhaul opportunities. Which of these
alternatives (or others) does ICF believe is reflected in the information
obtained by ICF from the “Marine Charter companies™? Did ICF
investigate this issue? If so, what was ICF told by the Marine Charter
companies that ICF talked to?

Please provide the calculations used to determine the incremental
days referred to in Footnote 2 to Exhibit 2.5.

It is not clear what freight costs are being considered in Exhibit 2.5.
The second column refers only to “USGC to LA.” Similarly, the
discussion on p. 20 only refers to “the average cost to move gasoline
from the US Gulf Coast to Los Angeles.” Both of these suggest that
the Exhibit does not consider two other possibilities: freight directly
from the USWC (LA, SF or PNW) to Hawaii, or freight from the USEC
(e.g., NY) to Hawaii. But Footnote 2 to Exhibit 2.5 refers to
“incremental travel ... from USGC, LA, NYH to Honolulu,” suggesting
that at some point ICF was considering separately calculating freight
from each of the USWC, USGC and USEC to Hawaii. Please confirm
that ICF’s estimates of freight cost from the US Mainland to Hawaii
(as given in Exhibit 2.5 and on p. 20} all assume shipment from the
USGC to Hawaii. If this is not correct, please provide information on
ICF’s estimates of shipping costs from (a) the USWC to Hawaii and
(b) the USEC {NY) to Hawaii.

Since the reference in the Exhibit 2.5 is to a diversion “io Honolulu”
(emphasis added) compared to the other routes (USGC to LA} and
the reference in the text following the Exhibit Page 21) also refers only
to a diversion “into Hawaii” (emphasis added), please identify the
mileage used and piease confirm that only mileage to Hawaii, and not
round-trip mileage, was used in the calculations.

JICF suggests (p. 21) that "there is limited ability to load other
products into these vessels when they leave Hawaii.” Did ICF



Response:

g)

h)

)

k)

1)

investigate whether that “limited ability” out of Hawaii was greater or
Jess than the ability to obtain such backhauls out of LA? if so, what
did it find? Y not, why not?

Assuming arguendo that there are greater backhaul opportunities out
of LA than out of Hawaii, and assuming arguendo that the USGC-to-
LA freight rates estimated in the second column in Exhibit 2.5 reflect
market conditions (including the availability of backhauls from LA to
the USGC), then we believe that it foliows that, in order to take
advantage of the “USGC to LA” rates shown, an importer would have
to (a) haul gasoline from the USGC directly to Hawaii and then (o)
make a trip from Hawaii to LA, where it would (c) take advantage of
the backhauls from LA to the USGC. Does ICF agree with that
reasoning? If not, please explain why not.

It does not appear that ICF's estimates of Hawaii freight costs reflect
the costs assaciated with such “triangie” trips. Is that correct? Has
ICF estimated the costs associated with such “triangie” trips? If so,
what did it find?

ICF says that its freight cost “estimates may be slightly conservative
(i.e., low) due to the fact that there is limited ability” for backhauls from
Hawaii. By “conservative (i.e., low)" here, does ICF mean that its
estimates of the freight costs are low relative to what ICF believes the
actual freight costs (which would reflect the limited backhaul
capability) would be? (If not, please explain.)

In setting an appropriate price cap, does ICF generally believe that it
should use estimates of the costs of doing business that are
known/believed to be “low" relative to the actual costs? If so, why?
ICF says (p. 21) that its estimates "may be slightly conservative (i.e.,
low) ... but it provides a good mechanism to estimate freight costs into
Hawaii.” What does ICF mean by "into Hawaii" here?

Would ICF agree that tanker owners need to reposition their ships to
enable them to carry subsequent cargos? (If not, please explain.)

m) Would ICF agree that, unless the tanker owner (or charter company)

n)

can arrange for a paying backhaul, that may involve “deadheading” to
another port? (If not, please explain.)

Does ICF believe that, in assessing the overall freight costs that an
importer would incur in importing gasoline to Hawaii, the prospect of
such non-paying “deadhead” trips, and the costs associated with such
trips, needs to be considered? (If not, please explain.) If so, how (if
at all) is that factor taken into account in ICF’s calculations?

.Please confirm that the estimates in Exhibit 2.5 do not take into
account differences for tanker operators between the costs of
entering, offloading, and exiting Honolulu Harbor versus the costs of
entering, offloading, and exiting the relevant discharge point at Los
Angeles.

This Exhibit was developed to demonstrate that the Legislative assumption of 4 cpg
location differential is significantly lower than actual for movements from the USGC,
NYH and LA into Hawaii. Responses are as follows:



a) The Marine information came from a charter company specializing
in analyzing US Flag business. ICF's personnel's experience in
moving gasoline from the USGC to LA is entirely consistent with
the data provided to ICF by this company.

b) The data reflected a history of costs to move product by quarter
from 2000 through 2004. ICF did not investigate backhauls. In
ICF's experience, unless a charterer can pre-arrange a backhaut
with the Chartering company to “fill” both legs, the freight rate will
not include a backhaul credit.

¢) Calculation methodology is shown in Spreadsheet “B2.5A Platts
Rate Check01-26"

d) The difference shown in column 2 of Exhibit 2.5 (Adjust to Hawaii)
reflects a comparison of the USGC to Los Angeles freight to the
average distance from NYH, USGC and Los Angeles to Hawaii.
This comparison was done to determine the average cost from the
Legislated sources (NYH, USGC, LA) compared to the limited
market data ICF had. The relatively short leg from LA to Hawai
was averaged in with the USGC and NYH legs, resulting in a
relatively small adjustment to the USGC to LA data.

e) No round trip data was used

f) No. ICF did not believe it was prudent to do the suggested level
of detail to invalidate the Legislative assumption.

g) No. ICF does not believe there are enough backhauls from the US
West Coast to the US Gulf Coast to enable a charterer to ever feel
comfortable that a backhaul could be arranged.

h) ICF did not estimate these costs.

i) ICF believes that it may be possible that Hawaii would have fewer
backhauls to the US Gulf Coast than might be available from the
West Coast, but there is no reasonable way to gauge an impact
on the Platt’s rates.

i) ICF is recommending using market based freight costs from
baseline sources into Hawaii. Assigning a “backhaul” or *no-
backhaul” factor where there is limited at best information on this
would be unacceptabie. ICF does note that the use of market
based freight provides a better basis than a fixed adjustment
factor for location differential.

k) The comment “provides a good mechanism to estimate freight
costs into Hawaii.” Means from the baseline source locations into
the Oahu market.

1) Yes, tanker owners need to reposition their ships to enable them
to carry subsequent cargos

m) Yes, if a tanker owner cannot arrange for another cargo, it may
involve deadheading to another port.

n)} ICF believes that “Deadhead” trips can occur on any voyage.
Chartering companies work hard to minimize them. It is possible
they could happen more often on physical deliveries to Hawai
than the USGC. They may tend to happen almost as much on
Caribbean or Singapore to West Coast voyages as they do to
Hawaii. Not enough data exists for ICF to determine this.



o) ICF confirms that the estimates in Exhibit 2.5 do not take into
account differences for tanker operators from Los Angeles to

Honolulu.,

Sponsor: Thomas W. O’Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-17

REQUESTS
Docket #05-0002

“The following questions relate to ICF’s Exhibit 2.7 (p. 22), which presents ICF’s
“assumptions” regarding freight from Singapore and the Caribbean to Hawait. Most of
these questions are similar to those for Exhibit 2.5."

a.

Footnote 1 to Exhibit 2.7 says that the “vessel charter” fee is “Based on
Platt's assessments for cargoes from the Caribbean and Singapore to the
USWC, adjusted to Honolulu.” Please identify all of the “adjustments”
used,

What is the nature of the “adjustments” made? Are they similar {or
identical) in nature to the “adjustments” used to estimate the figures in
Exhibit 2.57 How, if at all, do they differ?

For each “adjustment” made, please identify the data and data source
used in the adjustment, and provide the calculations performed.

What is ICF’s understanding of the extent to which Platt’s assessments of
shipping costs reflect the market availability of backhauls? What, if
anything, did ICF do to investigate that issue? What (if anything) was ICF
told?

What assumptions (if any) were made regarding the avaitability of
backhauls from Hawaii to the Caribbean and Singapore, relative to the
availability of backhauls from the USWC?

At p. 65, ICF says that, in estimating the “Caribbean market to Oahu”
freight cost, the Platt’s Caribbean freight rate data "needs to be adjusted
by ICF formula to reflect the added voyage time to Honolulu vs. the
USWC.” Please provide the “formula” proposed, and the values (e.g.,
mileage/time) and sources used by ICF in its calculations.

At p. 65, ICF says that, in estimating the “Caribbean market to Oahu”
freight cost, the Platt's Caribbean freight rate data “needs to be adjusted
by ICF formula to reflect the added voyage time to Honolulu vs. the
USWC." Please provide the “formula” proposed, and the values (e.g.,
mileage/time) and sources used by ICF in its calculations.

At p. 65, ICF says that, in estimating the “Singapore market to Oahu”
freight cost, the Platt’s data (which Tom Connor of ICF said in the 5/19/05
conference should have been the Platt's Singapore-to-LA data, rather
than “Platt's Indonesia to USWC" as stated on p. 65) “need to be adjusted
by ICF formula for voyage time to Honolulu vs. the other destinations.”
Please provide the “formula” proposed, and the values (e.g., mileage/time
for Singapore-to-Oahu relative to Singapore-to-LA) and sources used by
ICF in its calculations. What “other destinations” is ICF referring to?

For each of Questions CHEV-IR-16(f) to 16(n) posed above reiating to
ICF’s Exhibit 2.5, does ICF see any significant differences (other than
those relating specifically to Jones Act vs. non-Jones-Act shipping) as
between the answers as they relate to its USGC-to-Hawaii calculations,
on the one hand, and its ICF's Singapore-to-Hawaii and Caribbean-to-
Hawaii calculations, on the other hand? (If not, we will assume ICF’s
answers to Questions CHEV-IR-16(f) to —16(n) relating to Exhibit 2.5



apply as well to its calculations shown in Exhibit 2.8.) If so, please
identify each difference that ICF believes significant, and explain why ICF
believes it is significant.

Response:

a. The freight cost calculations used to determine the costs in Exhibit 2.8 are
shown in Spreadsheets “B2 Honolulu Landed Price v4”, and “B2.5A Platt's
Rate Check01-26” and "B2.5B Platts Clean Tanker Rates”. The analysis
involves evaluating the Singapore freight market for 30 MT vessels as quoted
in Platt's (Code # AAAUV00) from Singapore to the USWC (this is in Lump
Sum Dollars), and then adjusting the mileage to Hawaii (Honolulu). Estimates
are made for loading, discharge, and vessel speed. Other costs as detailed
in Exhibit 2.7 are added.

b. The adjustments are not identical to Exhibit 2.5, which simply adjusted for
miles {distance). In this case, the Platt's quotes for freight costs were used,
coupled with distance, port time, knots, etc to calculate the Hawaii freight
cost from each baseline source.

¢c. Please see the Spreadsheets referred to in a)

d. ICF’s understanding of Platt’s quotes is that it is based on deals done in the
fright markets. In markets such as the US West Coast, the availability and
timing of backhauls is problematic.

e. ICF assumed that movements to Hawaii would have similar limited backhaul
opportunity as the West Coast.

f. Please see Spreadsheets referred to in a)

Please see Spreadsheets referred to in a)

The “other destinations” is the West Coast market referenced in the Platt’s

guotes.

i. For each of Questions CHEV-IR-16(f) to 16(n) posed above relating to ICF’s
Exhibit 2.5, ICF does not see any significant differences (other than those
relating specifically to Jones Act vs. non-Jones-Act shipping) as between the
answers as they relate to its USGC-to-Hawaii calculations, on the one hand,
and ICF's Singapore-to-Hawaii and Caribbean-to-Hawaii calculations, on the
other hand

7@

Regarding question i), the quality of information between Exhibits 2.5 and 2.7/2.8, ICF
has more confidence in the Foreign Flag data. The US Flag (or, Jones Act costs) were
developed primarlly to show the lack of relative accuracy of the Legislated location
adjustment.

Sponsor; Thomas W. O’Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-18

REQUESTS
Docket #05-0002

“Exhibit 2.8 (page 22) presents ICF’s estimates of freight costs from Singapore and the

Caribbean to Hawaii.”

Response:

a.

b)

Please confirm that ICF had to estimate the freight costs because
there is littie or no data available on actual freight costs on those
routes (ICF Report, page 21).

ICE indicates {page 21) that it “has estimated Hawaii freight costs
based on a relationship between the published Platt's freight and
Woridscale assessments ..." What is that “relationship”? How was
it identified? Has ICF sought to quantify that “relationship™?

To what time period do these estimates apply? Please provide
the ICF estimates of Singapore and Caribbean freight costs on a
monthly basis.

Also, to the extent not already addressed in the answers to CHEV-
IR-16 and CHEV-IR-17 above, please provide the formula/
methodology for determining the estimated Singapore and
Caribbean freight costs to Hawaii including all data inputs (e.g.,
average speed, length of trip, days of trip, docking/ terminalling or
any other fees, fixed fees for chartering, per gallon fees for
insurance or other services, and any other data used to calculate
the adjustment). If any of the data inputs are from public source
(e.g., Platts), please provide any identifier for the data such as the
data symbol, name, and/or description.

if any of the input data to the freight cost calculation are
estimated, interpolated, or extrapolated, please provide the
estimation, interpolation, or extrapolation formula/ methodology
and note which years and/ or month data are estimated,
interpolated, or extrapolated.

ICF confirms that freight cost to Hawaii needed to be estimated
due to minimal actual voyages.

The freight cost calculations used to determine the costs in Exhibit
2.8 are shown in Spreadsheets “B2 Honolulu Landed Price v4",
and “B2.5A Platt's Rate Check01-26", and “B2.5B Platts Clean
Tanker Rates”. The analysis involves evaluating the Singapore
freight market for 30 MT vessels as quoted in Platt's (Code #
AAAUV00) from Singapore to the USWC (this is in Lump Sum
Dollars), and then adjusting the mileage to Hawaii (Honolulu).



Estimates are made for loading, discharge, and vessel speed.
Other costs as detailed in Exhibit 2.7 are added.

The analysis for the Caribbean involves evaluating the Caribbean
freight market for 30 MT vessels as quoted in Platt's (Code
#AAAUQOO) from Caribbean to the USWC (this is in $/MT), and
then adjusting the mileage to Hawaii (Honolulu). Estimates are
made for loading, discharge, vessel speed and Canal transit time.
Other costs as detailed in Exhibit 2.7 are added. (c and d also
addressed in these spreadsheets)

c) The time period of the data is 1999-2004

d) In addition to the dataffiles provided in other responses, the
Attachment to IR-18 shows all Platt's data sources used in the
report.

e) The estimated data used involved the Platt's Caribbean to West
Coast rate from Jan 1999 through August (Platt's began quotes in
Sept 1999). ICF assumed a 200 WS rate similar to the Sept 1999
estimate by Platt's.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

REQUESTS
Docket #05-0002

ATTACHMENT TO IR-18

: Platts. i}ata Used ’n Gas Cap For.m.uia 5
Type " |Market/Name - Platts Code_:
Price UsGe Waterborne Regular UNL PGACUQ0
Price Singapore Mogas 92 PGAEYOD
Freight |Carib to USWC Worldscale PFACICO
Freight _|Sing to USWC Lump Sum PFAEF00

i Platts Data Used to Caiculate Margins o iy

Gasoline MarkeﬂName L Reguiar_:_ T IMid o [Premium. -
Price UNL Seattle Barge PGADF03 PGABNO3
Price UNL LA Pipe PGACYD3 PGABGO03
Price UNL USGC Pipe PGACT03 |PGAAYD3 |PGAJBO3
Price UNL USGC Waterborne PGACU03 [PGAAZ03 |PGAIX03
Price UNL Chicago Pipe PGACR03
Price Smgapore Mogas PGAEZOS PGAMSGS
Rack: - Markethame R Regular oM Premzum g
Price UNL Atlanta Rack PRBFG0O3 |PRANIO3  |PRARMO3
Price UNL Phoenix Rack PRBKAQ3 PRAWC)3
Price UNL Seattie Rack PRBKOQ3 PRAWNOD3
Price UNL Dallas Rack PRBGYD3 PRATGO3
Price UNL Albany Rack PRBEZ0O3 (PRANF03 |PRARMO3
Price UNL Portland, ME Rack PRBJW03 (PRAQE(Q3 [PRAVY(3
Price UNL Detroit Rack PRBHE03 |[PRAQOP0O3 |PRATLO3
Price UNL Tampa Rack PRBLJ03  |PRAGZ03 |PRAXHO3
Platts Data Used indlrectly for AnainIs i '.
Crude - [Market/Name 050 o P%atts Code

- [Price AK NoSlo LngBch TMith PCAADO3
Price Bach Ho Vung Tao Spot PCAHY03
Price Duri 1st Mth PCABAQ3
Price Cano Limon {st Mo PCADMO3
Price LLS St James 1st Mo PCABNO3




ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-19
“Please confirm that ICF did not identify particular refiners in Singapore, Asia, or the
Caribbean capable of producing product sufficient in quantity and quality to supply the
Hawaiian market.”
Response:
ICF did not identify particutar refiners in Singapore, Asia, or the Caribbean capable of

producing product sufficient in quantity and quality to supply the Hawaiian market.”

Sponsor: Thomas W. O’Connor



ICE CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-20

“On page 24, ICF states that “Far East refiners are in general, producing US grade
gasoline on an exception basis and may require additional cost to routinely meet US
product quality.”

a. Please confirm that ICF has not estimated the additional cost that
would be required for Far Eastern refiners to produce US grade
gasoline, relative to the cost incurred to produce the standard non-
US-quality gasoline that is reflected in the Platt’s Singapore
gasoline price series. Please confirm that ICF has assumed that
such additional cost would be de minimis.

b. Please also confirm that ICF has not fully compared MOPS 92
RON grade qualities with Hawaii mogas qualities to ensure that
Hawaii requirements can be met.

Response:

a) ICF has not estimated the potentially higher cost to meet sulfur
and benzene levels in the Far East, nor have ICF estimated the
lower cost from several markets to make higher RVP Hawaii
gasoline. ICF has estimated that these net out. There isa
considerable amount of sweet crude processed in some of the
export markets like Korea and Taiwan, and the determination of a
cost adjustment depends to a large extent on where the base is
for each refiner.

b) ICF does not have access to specific data which would identify the
exact comparison of MOPS 92 RON Singapore gasoline to
US/Hawaii 87 Rd octane. ICF believes that the RON/MON spread
could be 9-11 octane simply based on experience.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-21

“Exhibit 2.11 (page 25) notes that “monthly data for the Caribbean, Singapore, and ICF
Proposed Basket begins in September 1999 and was extrapolated back to Jan.” ©

a. Do the monthly data referred to in the note include the prices
presented in Exhibit 2.3? If so, do the data in Exhibit 2.3 inciude
extrapolated figures from January through August 19997

b. Do the monthly data referred to in the note also include the freight
rates presented in Exhibit 2.87 If so, do the data in Exhibit 2.8
include extrapolated figures from January through August 19997

¢. Please list the other data and Exhibits which have extrapolated
figures from January through August 1999,

Response:

a) No they do not refer to prices.

b) The data included in the note reflects the freight rate presented in Exhibit 2, which
inciudes the noted extrapolation data

c¢) No Additional extrapolations were used for these data.

The only extrapolated data was the Caribbean to USWC freight rates, from January to
August 1999.

Sponsor: Thomas W. OQ'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-22 Exhibit 2.11 (page 25) also notes “2004 through November.” Are the
2004 prices presented in Exhibit 2.3 also through November? Do the
monthly data referred to in the note include the freight rates presented
in Exhibit 2.87

Response:

Yes to both. Prices and Freight are through November 2004, and on a monthly basis.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

REQUESTS
Docket #05-0002

ICF Report, 3.0 Marketing Margins

CHEV-IR-23

“During the May 19, 2005 conference, Tom O’Connor of ICF was asked to comment on
the proposition (Stillwater Report, page 150} that “Marketers and retailers in Hawaii
operate on roughly half the volume at double the cost of their counterparts elsewhere in
the US, which causes the per gallon cost to be approximately four times as high.”

Response:

a. Did ICF investigate that issue? If so, what did it find? If ICF did

not investigate this issue, why not?

. Does ICF disagree with Stillwater's assessment in this regard? If

s0, how?

During the May 19, 2005 conference, Mr. O’Connor indicated that
he had previously calculated the per-station volume in Hawaii (by
dividing the annuat gasoline consumption in the state by the
number of retail stations), compared that volume with the
Mainland average volume, and concluded that the Hawaii per-
station average was comparable to the Mainland average. That
calculation does not appear to be reflected anywhere in the ICF
Report. Please provide the details of that calculation, and the use
that ICF made of that calculation. Why did ICF perform that
calculation? Did the “number of stations” used in the calculation
include military (PX) stations?

ICF's proposed “zone adjustments” reflect some elements
{(namely, barging, terminalling and trucking} of the higher cost of
doing business on the Neighbor Islands relative to doing business
on QOahu. But other than that, it does not appear that ICF’s
proposed price cap formulas make any adjustment for (a) higher
costs or (b) lower volumes in Hawaii, relative to the Mainland, both
of which would contribute to (c) higher costs on a per-gallon basis.
How (if at all) did this factor affect ICF's proposals?

a) ICF did not investigate this issue.
b) ICF did have access fo Stillwater's data to examine or study this. ICF

c)

notes that the lumping together of “marketers and retailers” makes a
comparison a bit questionable.

The calculation was done as a spot check on service station
throughputs in Hawaii versus the US average. The calculation was
done simply by dividing the Hawaii gasoline sales/demand (31 MB/D)
by the number of service stations (reported in several publications) as
about 330. ICF is not aware if this number of stations includes PX
locations or not. This results in an average throughput of 1440



Mgalfyear. The US total gasoline demand in 2004 was about 8000
MB/D, and the reported number of service stations (EIA data) was
167,000. This is an average throughput of 825 Mgal/year. While it is
likely that the metropolitan areas used by ICF for margin analysis are
above the US average, even if the number of PX locations in Hawaii
were 100, the Hawaii average would still be 1100 Mgalfyear.

The calculation was not included in the report because ICF could not
accurately project the metropolitan area average throughputs, and
Chevron’s comments on the PX facilities amplifies the reasons it was
not highlighted. However, even though the data was not 100% clear,
the difference was enough that ICF did not see any reason from a
service station throughput basis that any cost adjustrments should be
made.

d) The zone adjustments do account for lower volumes through
terminals and on barges relative to the mainland, not just Oahu. Per
answer C above, the volumes by service station do not on the surface
appear to merit an adjustment. Other cost factors of the wholesale
business may be higher in Hawaii than some of the metropolitan
areas examined, but the data provided in the March 24 IR’s and
subsequent clarifications did not provide a basis for even estimating
Hawaii marketers costs with accuracy, and comparable quality data in
the markets where ICF determined margins were also not transparent.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-iR-24

“Please produce the data used to construct Exhibit 3.3 (page 31} for all years, showing
volume of Hawaii refiner gasoline sales distributed through bulk, rack, DTW, and other
channels. If any of the data included in Exhibit 3.3 are estimated, interpolated, or
extrapolated, please provide the estimation, interpolation, or extrapolation formula/
methodology and note which annual and/or monthly data are estimated, interpolated, or
extrapolated.”

Response:

The data are included in Spreadsheet "C3.3 Figure 3.3 Hawaii Refiner Sales”. There
were some data points (highlighted in yeliow) extrapolated due to withheld EIA data in
several categories. Data for Total Retail and DTW was averaged based on sufficient
EIA data. When sufficient rack data was available, yearly average rack data was
calculated. When there was insufficient rack data, the total rack volume was estimated
based on premium grade volume data, which was available, as an average percentage
of total rack volume. Bulk volume was calculated by subtracting the DTW and Rack
volumes from total wholesale volume.

Sponsor: Thomas W. O’Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-25

REQUESTS
Docket #05-0002

“On page 34 of the report, “ICF recommends that Bulk sales from refineries in Oahu be
limited to the calculated import parity pricing, plus 1 cpg to provide a margin incentive for

importing.

. Please confirm that ICF intended the “bulk sales” cap to apply to

“bulk” sales as defined in the ICF glossary (page vii): i.e.,
“Wholesale sales of gasoline in individual transactions which
exceed the size of a truckioad.”
In the definition of “bulk sales,” what does ICF mean by an
“individual transaction™? 1s it referring to a physical delivery? Or
to a contractual amount? E.g., suppose that a marketer and a
high-volume retailer (such as Costco) enter into a supply
agreement in which the marketer agrees to supply Costco’s
annual needs, but the physical deliveries occur in the form of
truckloads of gasoline. In ICF’s view, would such sales constitute
“bulk” sales, even though each individual delivery is a truckload
quantity? Or suppose that a marketer agrees to supply bargeload
quantities to a jobber for distribution to the Outer Islands; in ICF’s
taxonomy, would such sales constitute “bulk” sales?
Please confirm that ICF made no allowance in the cap on bulk
sales to accommodate multiple bulk sales (e.g. Chevron selling to
Aloha who then sells the product to another bulk purchaser).
Please confirm per comments made by Tom O’Connor in the May
19, 2005 conference that ICF regards this issue as a potential
issue that should be addressed in establishing appropriate bulk
price caps.

. Please confirm that ICF’s proposed bulk cap is based on the

assumption that bulk purchasers in Hawaii have import capability.
Please confirm that, as defined by ICF, “bulk” sales can include
sales to entities that (a} do not have the physical capability of
handling imports and (b) purchase gasoline in quantities
substantially less than tankerioad quantities.

Please confirm that, to the extent certain “hulk” purchasers (as
defined by ICF) do not have import capability, ICF's proposed bulk
cap provides such bulk purchasers the benefit (in the form of
lower prices) of an advantage they would not otherwise obtain in
the marketplace.

. Please confirm (per comments by Tom O'Cannor in the May 19,

2005 conference) that ICF regards this issue as a potential issue
that should be addressed in establishing appropriate bulk price
caps (if any).

. ICF says that it “included a 1 cpg cost to arrange for the storage

and handling of imported gasoline cargoes (i.e., this adjustment



places the imported volume ‘into the Hawaii market’ and ready to
be moved into the Oahu terminal system ...)". (ICF Report,
Exhibit 2.7, page 22) Is this the 1 cpg “receipt terminal” figure
reflected in Exhibit 2.7? What is the basis for the “1 cpg”
estimate? How was it calculated? What costs is it intended to
include?

Does the 1 cpg figure reflect ICF's estimate of the fully-allocated
cost associated with “the storage and handling of imported
gasoline cargoes”? If so, please provide the source of that
estimate. If not, what “cost’ is it intended to reflect? What cost
elements does it include? What cost elements does it exclude?
In its Glossary (page xi.), ICF defines “tank turnover.” |s the “1
cpg” “receipt terminal” estimate based on some assumption about
“tank turnover” in Hawaii? If so, what turnover rate is assumed?
(Cf. the Stillwater Reponrt, page 84, estimating that, at one “tank
turn” per month, the terminal fee “in general can be as low as 1
cpg.”) If not, what is it based on?oes ICF have any reason to
disagree with the Stillwater estimate (Stillwater Report, page 84)
that, if the Aloha terminal were “only used for the requirements of
one importer, ... then the terminal would see only five shipments
per year, and costs would be 4 to 5 cpg”? How, if at all, is ICF’s “1
cpg” estimate related to Stillwater's "4 to 5 cpg” estimate?

The Stillwater Report (page 33) describes the results of a
“preliminary engineering study” done in connection with a proposal
that the State build a “new terminal with three tanks of 100,000 bbi
each at Barbers Point,” which estimated that “about 3 cpg would
have to be charged for the usage of the terminal to cover
operating cost and debt service, while overheads and
administration would require additional revenue of 1 cpg.” Did ICF
review that “study” in the course of its work? Does it have any
reason to disagree with the estimated 4 cpg cost figure
summarized by Stillwater, which concluded that “[tlhese costs
seem to be realistic as order of magnitude estimates™? How, if at
all, is ICF's “1 ¢cpg" estimate related fo the engineering study’s 4
cpg estimate?

In its Report (page 34), "ICF recommends that Bulk sales from
refineries in Oahu be limited to the calculated import parity pricing,
plus 1 cpg to provide a margin incentive for importing.” What is
the basis for the “1 cpg” figure? How, if at all, does this “1 cpg”
figure relate to the “1 cpg” terminalling estimate used to calculate
the “import parity” figure?

. In the May 19, 2005 conference, Tom O'Connell of ICF suggested
that the 1 cpg was based on his experience with the margin
needed to induce firms to import tankerloads of gasoline into
markets on the Mainland and sell the gasoline into spot markets.

If this is the basis for the "1 cpg” figure, please provide any data in
support of this estimate. Why, if at all, does ICF believe that a “1
cpg” figure believed to provide an incentive to import into the liquid
Mainland markets adequate to provide an incentive to import into
the much-less-liquid Hawaii market?



Responses:

b)

g)

How, if at all, does the fact that “there is no visible spot market in
Hawaii” (ICF Report, page 30) affect the “1 cpg” recommendation?
How, if at all, does the fact that only one non-refining marketer
(Aloha) has the physical infrastructure (terminal and tankage)
capable of handling tankerload imports of gasoline affect ICF’s
recommendation regarding the “bulk” price cap?

What role, if any, does the fact that there are relatively few
unbranded retailers in Hawaii® affect ICF's analysis and
conclusions?

ICF confirms that ICF intended the “bulk sales” cap to apply to
“hulk” sales as defined in the ICF glossary (page vii). i.e.,
“Wholesale sales of gasoline in individual transactions which
exceed the size of a truckioad.”

The first example, physical deliveries into a truck, should not be a
bulk sale, assuming that the buyer is paying a price based on that
day's rack or DTW price. If the contract with the high-volume
retailer provides a quantity “in tank” on a fixed price hasis, it would
pe a bulk “in tank” sale. In the second example, if a marketer
supplied bargeload quantities to a jobber, then the bulk pricing
would apply (assuming the transaction occurs on a price based on
the transaction date.

There may be other situations which create anomalies that ICF
and the PUC should be considering, and Chevron input on those
anomalies would be appreciated.

No allowance was made for multiple bulk sales. This should be
addressed.

ICF confirms that multiple bulk sales needs to be addressed.
Confirmed. ICF’s view on this is that the import parity price is a
market based price of alternative supply and refinery produced
barrels as a basis for wholesale marketing supply costs. Sub-
jetters a and b confirmed.

It is possible that the bulk cap proposed by ICF could be higher or
lower than existing contracts that bulk suppliers have with buyers.
For situations where the bulk cap is lower than current contracts, it
would represent an advantage the buyer did not otherwise gain in
the marketplace.

Confirmed. ICF determined bulk caps due to the fact that the bulk
class of trade is a specific wholesale category. However,
assigning a cap to the bulk class of trade could create issues with
existing contractual agreements as well as the issue cited in
Chevron IR-25c.

2 giliwater estimates that only 29 of the 339 gas stations in Hawaii are unbranded. Stillwater

Report, p. 73.



h) Yes itis. It is intended to cover a terminal receipt/throughput fee
and any potential demurrage. Port and harbor costs should be
incorporated in the freight rates.

i) 1t is meant to represent a typical throughput fee charged by a
terminal owner for incremental throughput. It is not meant to be a
fully allocated cost. The source is ICF experience.

i) ICF did not reference the Stillwater report for the estimate. it was
based on ICF's experience with terminals where incremental costs
of additional throughput can be below 1 cpg. ICF do not dispute
Stillwater's assertion that one tank turn per month could generate
fees as low as 1 cpg.

If Stillwater equates 500 MB per month turnover with 1 ¢cpg fee,
then a single importer with 5 cargoes a year would be in the 4-5
cpg range, assuming they bear the full cost of the terminal
expenses. ICF’s cost of 1 cpg is based on what a terminal
operator will typically charge for incremental throughput to earn
additional revenue. ICF tends to believe it would be difficult for
bulk sellers in Hawaii to charge an additional 4-5 cpg to bulk
buyers based on the Stillwater analysis.

k) ICF did not review this. This is a fully costed analysis and not
consistent with ICF's approach to the terminal fee as described in |
above,

) The basis for the 1 cpg premium on bulk sales is that a baseline
source plus freight cost (including the 1 cpg terminalling fee,
losses, etc), may not provide an incentive to import without a slight
premium. This is not the same as the terminalling fee, and the
basis is ICF’s estimate of an incentive level needed to make a
movement profitable.

m) It is {CF’s opinion

n) ICF does not believe it does.

o) Itdoesn't. ICF is proposing an import parity formula and
calculation process, not a process to demonstrate physical import
capability for all marketers.

p) 1CF would be open to input which would better clarify the needed
classes of trade for which gas caps should be defined.

Sponsor: Thomas W. O’Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-26

REQUESTS
Docket #05-0002

“in the March 19, 2005 conference, Tom O’Connor of ICF indicated that ICF’s proposed
“import parity” formula yielded landed prices (gasoline plus freight) which were “very
comparable to” the prices specified in the various supply contracts between the on-
island refiners and non-refining marketers.”

a.

b.

Does that mean that ICF obtained information about the details of
the price terms of the contracts?®

If so, please provide data on the extent to which the ICF “import
parity” formula yields results that differ from the contractual price
terms, over the period of time for which both the ICF formula and
the contract price terms are available. Ideally, such data would
take the form of both (a) the maximum difference (on a monthly
basis) between the “import parity” value caiculated using the ICF
formula and the various contractual pricing terms and (b) a
statistical measure (e.g., the variance or standard error) of the
difference.

If not, what basis does ICF have for contending that its proposed
“import parity” formula yields prices that are “very comparable 10"
the contractually-agreed-upon prices?

Alternatively, ICF may be suggesting that the gasoline price
benchmarks used in the contracts (as opposed to the price terms
themselves) are “very comparabie to” the gasoline price
benchmark used by ICF (namely, the simple average of Singapore
and estimated Caribbean gasoline prices). If so, please provide
data on the extent to which the ICF gasoline price benchmark
yields results that differ from the contractual benchmarks, over the
period of time for which both the ICF formula and the contractual
benchmark terms are available. Ideally, such data would take the
form of both {a) the maximum difference, positive or negative {on
a monthly basis), between the ICF gasoline price benchmark and
the various contractual benchmarks and (b) a statistical measure
(e.g., the variance or standard error) of the difference.

ICF says (p. 25) that "Should information become available
regarding transactions between Hawaii refiners and Bulk
customers done on an ‘import parity’ equivalent, ICF will review
them in the context of our recommendations.” Does this imply that
ICF has not received “information ... regarding transactions
between Hawaii refiners and Bulk customers™? Or does it mean

¥ By way of lustration, we note that Chevron’s confidential submission to the PUC did not provide
such details, Instead, Chevron's confidential submission provided information about a gasoline
price benchmark (e.g., the gasoline price in market X) to which the actual contractual price terms
(e.g., the benchmark price pius Y cpg) themselves were tied.



that ICF believes that such transactions are not “done on an
‘import parity’ equivalent™? (If the latter, what is ICF's
understanding of the contract terms?) it does not appear that
ICF's proposed bulk price cap recommendations were based on
the actual terms of such bulk contracts; please confirm.

Response:

Answers A and B Redacted

c) N/A

d) N/A

e) As you know, the IR responses from the Parties was
received in late March by the PUC and then forwarded to
ICF. ICF received some formulas, and were able to do
some analysis. ICF reviewed what ICF had at the time, and
would evaluate others if available. ICF does believe that
each bulk supplier & buyer in Hawaii is negotiating some
form of import parity which is acceptable to both parties
involved. ICF’s formula was independently arrived at based
on analysis in January.

Sponsor: Thomas W. O’Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION -
REQUESTS
Docket #05-0002

CHEV-IR-27

“On page 35, ICF says that “Exhibits 3.8 and 3.9 show that the Oahu gross margins for
DTW and Rack Sales have averaged about 32 and 28 cpg in 1999-2004, although
margins declined in 2004 to 21 and 18 ¢cpg, respectively. * In the report, Exhibits 3.8 and
3.9 do not show Oahu gross margins for DTW and/or rack sales. Are there additional
Exhibits showing the method of calcufation and/or the results for the Oahu gross margins
for DTW and rack sales which were not included in the report? If so, please provide
them.”

Response:

The paragraph in question is erroneously placed in the report. It is referring to Exhibits
3.12 and 3.17 which occur later in Section 3.

Sponsor: Thomas W. O’Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002
CHEV-IR-28

“In determining the wholesale rack margins in Exhibit 3.9 (page 36) "estimated barge
rates” are used.”

a. Please provide these estimated barge rates on a monthly basis.

b. Also provide the formula/ methodology for determining them
including all data inputs (e.g., average speed, length of trip, days
of trip, docking/ terminalling or any other fees, fixed fees for
chartering, per gallon fees for insurance or other services, and any
other data used to calculate the rates).

Response:

Histarical barging costs could not be secured by ICF. ICF estimated the cost based on
ICF's experience. Terminalling fees of 1 cpg were added as footnoted.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002
CHEV-IR-29
“The wholesale rack margins in Exhibit 3.9 (page 36} also use “published tariffs.” Please
provide the published tariff data on a monthly basis noting pipeline company, origin,
destination, FERC tariff number, and effective date.”

Response:

ICF used a constant tariff assumption over the period. Tariffs used were as foliows:

Pipeline Origin Destination Tariff FERC# Date
Colonial Houston (Pasadena) Atlanta-Doraville 1.90cpg 76 5/28/04
Explorer Houston (Pasadena) Irving 1.99cpg 70 4/1/05
Kinder Morgan Watson, CA Phoenix 3.26cpg 139 6/1/05
Wolverine Hammond, IL Detroit 201¢cpg 108 7/1/05

Note that ICF’s review of the Rack spreadsheet in completing this question revealed that
ICF only included 1.0 cpg for the Atlanta tariff, not 1.9 cpg, and ICF also neglected to
include a 1 cpg terminaliing fee for Phoenix. The net effect would be about a 0.25 cpg
fower rack margin for the rack category.

Sponsor: Thomas W, O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-30

“Dlease confirm that the DTW and rack caps were calculated based on the assumption
that the margins in Hawaii should be based on the "average mainland margin."

a. Please confirm that no attempt was made (other than in the
context of the “zone adjustments”) to adjust the margins for
differences between Hawaii and the mainland, whether in the form
of the higher cost of running a business in Hawalii, smaller
markets, fewer supply alternatives, etc.

b. Please confirm that the particular benchmarks were chosen based
on (1) “a geographic mix of locations in the East-of-the-Rockies
area” (ICF Report, page 52) that sell (2) conventional (not
reformulated) gasoline for which (3) there was available and
transparent data on DTW/rack prices and data available to
estimate the delivered (source plus transportation) cost of
gasoline into those markets (see Exhibit 3.8). It appears that, in
calculating the DTW margins, ICF also limited its focus to
“Mainland markets which have a significant volume of DTW
business” (ICF Report, page 40). Please confirm that these were
the criteria used in selecting the Mainland benchmarks used by
ICF.

c. Please confirm that different caps could have resulted if five
different areas on the Mainiand had been used as benchmarks,
had data been readily available for these areas.

d. The ICF calculations show that, as estimated by ICF, the Mainland
rack margins (Exhibit 3.9) and DTW margins (Exhibit 3.14) vary
dramatically both (1) over time and (2) across the different
“benchmark” cities selected by ICF. Did ICF conduct any
investigation to see why those margins varied over time and
across cities? If so, what did that investigation show? To what
does ICF attribute the variability?

e. Given the variability, why does ICF believe that an “average”
Mainland margin is the appropriate benchmark for a price cap on
Hawaii marketing margins (as opposed, say, to the highest
Mainland margin, or a Mainland margin in a region otherwise
comparable to Hawaii)?

f. ICF acknowledges (page 47) that its analysis “relies heavily on the
Mainland margins. This is done to provide an ‘outside Hawail
perspective ...” Why does ICF believe that an “ ‘outside Hawail’
perspective” is appropriate in determining price caps to apply to
Hawaii?



Response:

b}
c)

d)

ICF confirms that the margins in Hawaii should be based on
“average mainland margins”. in addition, there were no
adjustments other than the zone adjustments to account for the
difference between Hawaii and the mainiand metropolitan
markets.

Confirmed

ICF assume this is so. There was data available for other markets;
both rack prices through Platt's and DTW prices through EIA.

ICF expected variability in the margins. ICF wanted a composite of
geographic areas and a basket of locations. Dependence on any
one location, even if it would be judged to mirror Hawaii, could
lead to annual caps in Hawaii impacted by local supply anomalies.
Using a basket of locations provides an average marketing margin
for both DTW and Rack classes of trade that reflects the mainland
market for conventional gasoline.

Answer included in d above

ICF believes that the assessment of historical pricing patterns in
Hawail versus major gasoline market movements indicated that
the Hawaii market is not as responsive to market changes as
virtually all mainland locations. ICF recognizes that the Hawaii
wholesale market has costs that may be higher than the mainiand
markets that ICF compared, and some of this is accounted for in
the zone adjustments. As noted earlier, ICF has not received or
identified adequate enough information to assess a fundamental
cost step change for Hawaii versus the mainland metropolitan
markets to quantify a base marketing cost adjustment. Issues
such as rent caps and higher land values in Hawaii may be factors
that merit inclusion.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-iR-31
“Exhibit 3.11 (page 38) shows ICF’s estimated Oahu rack margin for 1999 through 2004
and an average of 1999-2004. The average of 1999-2004 shown in the table is 19.41,
but the average of the rack margins for 1999 through 2004 (i.e., 13.89, 12.30, 33.44,
18.69, 23.48, and 14.23} is 19.34. Why are the two averages different? Is this due to
rounding?”
Response:

They are different because 2004 data was through November, not 12 months.

Sponsor: Thomas W. O’Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-32

“ICF proposes that “fbJased on the historical peak month average margins, the Hawaii
margin factor should be double the prior year Mainland annual average ...” (ICF Report,
page 39). Please confirm (per statements made by Tom O’'Connor in the May 19, 2005
conference) that the “double” figure was not chosen to, or intended to, reflect differences
in the per-galfon cost of doing business in Hawaii vs. the Mainland cities chosen, but
instead was intended to give marketers flexibility to deal with the month-to-month
variability in supply/demand factors that result in volatility of margins even in mainiand
cities (e.g., the Detroit variability reflected in Exhibit 3.10).”

Response:

ICF confirms that the “double” figure was not chosen to, or intended to, reflect
differences in the per-gallon cost of doing business in Hawaii vs. the Mainland cities
chosen, but instead was intended to give marketers flexibility to deal with the month-to-
month variability in supply/demand factors that result in volatility of margins even in
mainland cities this.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-33

REQUESTS
Docket #05-0002

“We have a number of questions regarding retailing.”

a.

In its 2003 Report, Stiliwater identifies (pp. 63-65) a taxonomy of
different types of retailers. While obviously different taxonomies
can be generated, does ICF have any particular reason to take
issue with the taxonomy as proposed by Stillwater?

What role, if any, did the growth of High-Volume Retailers (like
Costco) in Hawaii play in ICF's analysis?

While Stillwater recognizes the distinction (p. 63) between
“company ops” (stations “owned by the branded supplier and
operated by salaried personnel”) and non-company-operated
branded dealers, Stiliwater also acknowledges the distinction
between “lessee” and “owner operated dealerships” (p. 63).
Would ICF agree that the distinction between independently-
owned and —operated branded retail stations and branded lessee
dealers is that the former own (or lease) their premises, buildings
and facilities, while in the case of lessee dealers the branded
gasoline marketer owns the station, building and equipment, but
leases it out to a dealer who operates the station?

Would ICF agree that, for lessee dealers, the marketer incurs the
capital cost associated with the land, station building and
facilities?

Stillwater estimated (Stillwater Report, Tables 4.3 and 4.4, pp. 67-
70) that the cents-per-galion cost of operating a retail station in
LA, Oahu and rural Hawaii were very different.* Did ICF perform
any similar analysis to that reflected in Stillwater's Tables 4.3 and
4.47 if so, what did it show? If not, why not?

On an order-of-magnitude basis, Stillwater estimated (Table 4.3}
that the monthly expenses {even after controlling for COGS) were
roughly twice as high (on a cpg basis) in Oahu (30.0 ¢pg) as in LA
(14.6 cpg), and roughly three times as high in rural Hawaii (42.9
cpg) as in LA, Did this discrepancy play any role in ICF's
analysis?

In particular, given that some marketers in Hawaii sell a significant
amount of volume through lessee dealers, how (if at all} did that

4 Obviously, the figures calculated in Stillwater's Table 4.3 are somewhat out of date, based as
they were on Stillwater’s estimates of revenues and cost of goods sold.



factor affect ICF's determination of the appropriate “marketing
margin” for Hawaii?

h. On an order-of-magnitude basis, Stillwater estimated (Table 4.4)
that the retail capital requirements for stations in Hawaii,
measured on a cpg basis, were on the order of some six times
higher (19.3 cpg vs. 3/5 cpg) than those for stations in LA.® Did
this factor play any role in ICF’s analysis? If so, what role?

i.  Would ICF agree that real estate in LA is among the most
expensive real estate in the US? Would ICF agree that the
“benchmark” cities used by ICF in its analysis, by comparison,
have significantly lower real estate costs than LA does? What
role, if any, did this play in ICF's analysis?

Response:

a) ICF has no reason to take issue with the taxonomy as proposed
by Stillwater

b) The growth of High-Volume Retailers (like Costco) in Hawaii was
not a factor in ICF’s margin analysis

¢) ICF concurs with the distinction between “lessee dealers” and
“owner operated dealerships”

d) ICF agrees that, for lessee dealers, the marketer incurs the capital
cost associated with the land, station building and facilities.

e) ICF did not perform this analysis. ICF's focus was on the analysis
of margins in Hawaii versus the Mainland.

f) The discrepancy as calculated by Stillwater, did not play a role in
ICF’s analysis.

g) The amount of volume sold through lessee dealers did not play a
role in ICF's analysis.

h) Stillwater’s estimate of the retail capital requirements for stations
in Hawaii, measured on a cpg basis did not play a role in ICF's
analysis

i} ICF would agree that LA is among the highest real estate areas in
the country, and that it is higher than the areas ICF used as a
benchmark. It did not play a role in our analysis.

General comment: ICF agrees that there should be an adjustment to reflect the issue of
real estate cost and rent caps versus the Mainland. The Marketing cost data provided to
ICF (See Redacted Spreadsheet “D6.1 Company Response Data 04-07”) provided a
very wide range of cost categories and results. These data were received too late to
credibly analyze the information, seek and gain clarification, and arrive at a conclusion.
Based on the data that we did review, ICF is not persuaded that Stillwater's analysis is
aligned with the real marketing costs in Hawaii, but is directionally correct. .

Sponsor: Thomas W, O'Connor

*N.B.: in Stillwater's Table 4.4, the totals for “Leases & debt service” in the fourth line from the
bottorn of the Table are equal fo the “improvements” entry in the preceding fine, suggesting that
the entries given in the “Improvements” line of the Table are typos.



ICE CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-34

“Please describe the methodology/formula used to estimate the Oahu rack margin
shown in Exhibits 3.11 (page 38) and 3.12 (page 39).”

a. Please provide the formula/ methodology for estimating the Oahu
rack margin and provide all data inputs and note their sources.

b. Confirm that the Oahu rack margin is based on EIA data for the
state of Hawaii and describe the way in which this state-level
margin was adjusted to reflect Oahu.

Response:

a) Spreadsheets "C3.11 DTW and Rack Margin Figures 4-04-05" and “C3.19 Oahu
DTW & Rack Estimate with Figures v4 04-08-05" details the calculations and
formulas ICF used to determine the QOahu margins. Redacted Spreadsheet
“Chevron-D6.3 DTW & Rack Prices — Company Responses” contains the price data
used.

b) ICF confirms that the rack margins are based on ElA data. Without historical zone by
zone pricing (data from before 2003 was not requested in the PUC IR’s due to the
timing of the request to the Parties for data), ICF utilized the relative gasoline sales
levels in each zone (data from DBEDT) and the average price differentials provided
by Chevron and others in the 2003-2004 timeframe to estimate an Oahu price.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-35

REQUESTS
Docket #05-0002

“Exhibit 3.13 (page 40) presents branded versus unbranded price comparisons for five
cities for 2002 through 2004.”

Response:

a.

Why were the cities of Atlanta, Portland, ME, and Phoenix, which
were used in determining the wholesale rack margins in Exhibit
3.9 (page 36), amitted from the analysis in Exhibit 3.137

If ICF has examined the branded and unbranded prices for
Atlanta, Portland, ME, and Phoenix, please present the branded
versus unbranded price comparisons for these three cities in a
table similar to Exhibit 3.13.

Do the prices used in Exhibit 3.13 include reguiar, midgrade, and
premium unleaded gasoline or only regular unleaded gasoline?
Please provide the branded and unbranded prices at each
location used in Exhibit 3.13 on a monthly basis.

Please also provide the formula/ methodology for determining the
branded vs. unbranded price comparison including all data inputs
(e.g., branded price and averages, unbranded prices and
averages, and any other data used to calculate the comparisons).
For the data from OPIS, please provide any identifier for the prices
such as poster, product indicator, product type, octane level, RVP,
and any other price name and/or descriptor.

ICF had not requested OPIS data from Portland and Phoenix. ICF
received Atlanta data but the data had from OPIS which ICF did not
have time fo resolve. ICF did not believe that all eight locations were
essential to assess the unbranded price characteristics versus
branded.

N/A

The prices in Exhibit 3.13 include only Unleaded Regular
The data in Exhibit 3.13 is in Spreadsheet “C3.73 OPIS

Branded_Unbranded_LDC Comparisons™.

The data is in Spreadsheet “C3.73 OPIS Branded_Unbranded LDC

Comparisons

The information on specific OPIS price labels is in Spreadsheet

“Monthly Raw OPIS Data”



Sponsor: Thomas W. O'Connor

ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-36

“Please describe the methodology/formula used to estimate the Oahu DTW margin
shown in Exhibits 3.16 and 3.17 (page 42). *

a. Please provide the formula/ methodology for estimating the Oahu
DTW margin and provide all data inputs and note their sources.
b. Confirm that the Oahu DTW margin is based on EIA data for the
state of Hawaii and describe the way in which this state-level
margin was adjusted to reflect Oahu.
Response:

a) The process was identical to the process used in answering IR-34, except
ICF used DTW pricing provided by the companies. The spreadsheets used
are identical.

b) ICF confirms that the DTW margins are based on EIA data. Without historical
zone by zone pricing (data from before 2003 was not requested in the PUC
IR’s due to the timing of the request to the Parties for data), ICF utilized the
relative gasoline sales levels in each zone (data from DBEDT) and the
average price differentials provided by Chevron and others in the 2003-2004
timeframe to estimate an Oahu price.

Sponsor: Thomas W. O’Connor



ICF CONSULTING L1.C RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-37

REQUESTS
Docket #05-0002

“On page 42, ICF states, “...data indicate that DTW margins can at times be double the
average for periods of a month or longer. It is important that this pricing flexibility be
provided in the Gas Cap formula to enable marketers to competitively position their
product or it is likely the average margin will not be achievable. Moreover, it is also
directionally addresses the fact that Hawaii marketers may be managing their business
with higher fixed costs per gallon of sales than the Mainland markets evaluated.”

a.

Response:

Please confirm that ICF has performed no analysis to evaluate
whether Hawaii marketers have higher fixed costs per galion of
sales than mainland marketers.

Please confirm that ICF done no analysis to determine how their
proposal will affect the profitability of any marketer in Hawai.

ICF did not do an analysis of fixed costs per gallon. The intent of
the comment “directionally addresses the fact...” was to recognize
that, to the degree there are higher fixed costs in Hawaii,
marketers in Hawaii could tend to price closer to the cap than
simply operating at average mainland margins.

ICF believes that the analysis as shown on Exhibits 3.19 through
3.22 indicates the impact of the cap on marketing margins from
1999-2004. These would directly apply to profits.

Sponsor: Thomas W. O’Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002
CHEV-IR-38

“Dlease confirm that ICF has not performed any analysis to determine whether refiners
in Hawaii have higher fixed costs per gallon than mainland refiners. “

a. Also, please confirm that ICF has performed no analysis to
determine how their proposed caps will affect the profitability of
the two refiners.

Response:

ICF has not performed any analysis to determine whether refiners in Hawaii have higher
fixed costs per galion than maintand refiners.

a) Response is Redacted.

Sponsor: Thomas W. O'Connor



e

ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-39

REQUESTS
Docket #05-0002

“Did ICF investigate the different types of services provided by the various participants
(refiner/marketers, non-refining marketers, jobbers) in the Hawaii gasoline markef?

Response:

a.

See Stillwater Report, Table 4.1 {p. 57), for a description of
various "key jobbers” in Hawaii, the islands they operate on, and a
brief description of their roles. What investigation did ICF make of
the nature and capabilities of the various jobbers operating in
Hawaii? Does ICF have any reason to disagree with the Stillwater
characterization of those various jobbers?

Does ICF have any reason to disagree with the Stillwater
conclusion (Stillwater Report, p. 123) that “In Hawaii, substantial
differences exist in the range of services provided by jobbers™? If
s0, how does ICF's assessment differ from Stillwater's
assessment? If not, how does that affect ICF’'s proposed
structure of price caps?

Would ICF agree that, to the extent that different “jobbers” perform
different types of services, it is not appropriate to treat them all as
though they constitute a single “class of trade”?

Does ICF agree with Stillwater's assessment (Stillwater Report, p.
123) that “Because of the differences in the range of services
provided [by jobbers] and because jobbers buy their fuels from the
primary suppliers mostly under long term supply agreements,
there is no meaningful rack price in Hawaii"? If not, please identify
the nature of the disagreement and the reasons for the
disagreement.

Please confirm that ICF has not compared the range of services
performed by Hawaii jobbers versus the range of services
performed by jobbers on the Mainland in its proposed price caps.

ICF did not investigate the nature or capabilities of the various
jobbers in Hawaii, nor do we have a reason to disagree with
Stillwater's characterization.

ICF has no reason to disagree. However, ICF believes that there
is a wide range of services performed by jobbers in every market
area in the United States.

ICF does not agree. Clearly, A large jobber is different than a very
small jobber, and consequently may have a different cost structure
and range of services, and they may be different than an



.

d)

e)

integrated major with giobal overheads to deal with. The gasoline
price caps are based on the wholesale prices at which gasoline is
delivered from seller to buyer. What range of services are
performed, what their costs are, and what other revenue a jobber
may receive based on their assets and services (eg terminalling,
car washes, service bays, etc) are not matters that ICF believes
the Commission needs to adjust gasoline caps for. The primary
sales channels (and clarifying them if needed) are the only factor
the Legislation deals with.

ICF does not necessarily agree. Clearly in Hawaii jobbers do not
have the flexibility that they may have on the mainland to wake up
in the morning, check rack prices in (eg) the Atlanta area, and
then proceed to the terminal (or use the card) of the supplier with
the best price because {on the mainland) jobbers may have
multiple supply contracts in an area. In Hawalii, the existence of
the longer term arrangements seems (based on ICF’s limited view
in the IR’s received from the companies in late March) to preclude
that flexibility which is important on the mainland in driving prices
and pressuring margins. The Hawaii contracts seem structured so
that the buyer pays the posted rack price provided by suppliers.
When the suppliers elect to change the rack price, the jobber pays
the higher or lower price. In ICF’s opinion, that is a “meaningful”
rack price to a jobber. What seems more important to ICF is that,
in Hawaii, the jobber's options are very limited for alternative
supply vs. the mainland.

ICF has not compared the range of services performed by Hawail
jobbers versus the range of services performed by jobbers on the
Mainland in its proposed price caps.

Sponsor: Thomas W. O'Connor



JCE CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-40

REQUESTS
Docket #05-0002

“ICF suggests that “[T]he different classes of trade cannot be regulated under one
common margin” (ICF Report, p. 2), and “recommend]s] extensive adjustments to 486H-
13(e) to provide a different marketing margin for each class of trade in Hawaii.” (id.)”

Response:

a.

Please confirm that it is ICF's understanding that the legislation
imposes only one “wholesale” price cap (with adjustments for
midgrade/premium and for zone differences) to apply to alf
wholesale transactions, regardless of the “class of trade” to which
the sale was made.

Does ICF have any reason fo believe that, when adopting the
price cap legislation, the legislature was nof aware of the fact that
there are different “classes of trade” in Hawaii?®

Does ICF have any reason to believe that the roles of the different
“classes of trade” in Hawaii have appreciably changed since the
legistation was originally adopted? Since the price cap legislation
was amended? If so, what is the nature of the change that ICF
believes has occurred?

Please confirm that it is ICF's understanding that the “cap” is
intended to be a maximum (i.e., “not to exceed") price, rather than
a “regulated” price (in the traditional sense of PUC-regulated-and-
set prices based on considerations such as rate-of-return
regulation).

Please confirm that ICF’s proposed price caps were not based on
any rate-of-return type analysis for the Hawaii refiners and/or the
non-refining Hawaii marketers or jobbers.

a) ICF confirms that ICF understands that the iegislation imposes only
one “‘wholesale” price cap (with adjustments for midgrade/premium
and for zone differences) to apply to alf wholesale transactions,
regardless of the “class of trade” to which the sale was made.

ICF has no reason to believe that, when adopting the price cap
legisiation, the legislature was not aware of the fact that there are
different “classes of trade” in Hawaii’

® See Hawaii Revised Statutes, Sec. 486H-1 (definitions), and Sec. 486H-13(a), which explicitly
refers to “manufacturer, wholesaler, or jobber” as well as “dealer retail station” and “independent
retail station,” implying that the legisiature was aware of the differences between manufacturers
(refiners), non-refining wholesalers, and jobbers when it passed the price-cap legisiation.



¢) ICF has no reason to believe that the roles of the different “classes of
trade” in Hawaii have appreciably changed since the legislation was
originally adopted, or since the price cap legislation was amended

d) ICF confirms that a cap is intended to be a maximum..

e) ICF's proposed price caps were not based on any rate-of-return type
analysis for the Hawaii refiners and/or the non-refining Hawaii
marketers or jobbers.

Sponsor: Thomas W. O’Connor

7 See Hawaii Revised Statutes, Sec. 486H-1 (definitions), and Sec. 486H-13(a), which explicitly

refers to “manufacturer, wholesaler, or jobber” as well as “dealer retail station” and “independent
retall station,” implying that the legislature was aware of the differences between manufacturers

(refiners), non-refining wholesalers, and jobbers when it passed the price-cap legistation,



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

ICF Report, 4.0 Premium & Midgrade Adjustments

CHEV-IR-41

“On page 53 in discussing margins for midgrade and premium gasoline ICF says it "does
not believe there is value in further differentiating the Rack sales based on Branded and
Unbranded classes of trade. The Premium (and Midgrade)} spreads versus Regular
Unleaded are not believed to vary significantly between these classes of trade.” Did ICF
test whether there was a significant difference in the branded v. unbranded margin for
midgrade and premium compared to regular unfeaded? If so, please present the results
in a table similar to Exhibit 3.13. If ICF did not test for these differences, why not?”

Response:
" ICF did not test, or acquire additional data to evaluate this.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS

Docket #05-0002
CHEV-IR-42

“Exhibit 4.8 (page 55) presents the premium and midgrade DTW margins.”

a. Which states were used in this calculation?

b. The source listed in this Exhibit is “Platt's Rack Price averages for
6 states (Florida, Georgia, Maine, Michigan, and New York).”
Should the source list five or six states?

Section 7.2.3 Premium Gasoline Adjustment and 7.2.4 Mid Grade
Price Adjustment (page 67) state that EIA data in selected States
were used to determine the DTW premium and midgrade
differentials. The states listed are New York, Georgia, Texas,
Michigan, Maine, and Florida. Was Texas included in the
average? If so, why was it included when in the caiculation of the
DTW margin in Exhibit 3.14 (page 41), Texas is excluded due to
its low level of DTW volumes?

oo

Response:

a) The States were Michigan, Florida, Maine, New York and Georgia
by N/A

¢) The source should list five states.

d) Texas was not included

The number of States used was 5, not 6. Texas was excluded. Results are provided in
Spreadsheet “D4.6 DTW Margins”. The footnote on Exhibit 4.8 shouid be 5, not 6 States;
the text on page 67 should exclude Texas.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-43

REQUESTS
Docket #05-0002

“Was any analysis done regarding the percent of gasoline sold in Hawali, versus the
mainland benchmark areas, by grade? “

Response:

a. Is ICF aware, one way or the other, as to whether these mainiand
benchmark areas consume the same percent of regutar unleaded,
for example?

b. The Stillwater report indicates {pp. 65-66) that Hawaii consumers
demand a higher percentage of premium gasoline and a lower
percentage of regular gasoline, relative to Mainland demand. Did
ICF investigate that issue? Does ICF have any reason to
disagree with the Stillwater data? What role (if any) did that
factor piay in ICF's analysis?

¢. Would such information be helpful in understanding whether the
maintand benchmark areas might be appropriate to apply to
Hawaii?

d. In particular, to the extent that higher demand for premium reflects
less price-sensitive consumers (i.e., a more inelastic demand) in
Hawaii relative to the Mainland, did ICF investigate the extent to
which that demand-side characteristic help explain why prices and
margins are higher in Hawaii than on the Mainland, for reasons
having nothing to do with lack of competition in the Hawaii
wholesale marketplace? If so, what did its investigation show? If
not, why not?

a) Yes. ICF is aware that Hawaii consumers buy a higher percentage of

b)

premium & midgrade than the mainland.

ICF examined this difference, and have no reason to disagree with
Stiliwater’s overail conciusion. Hawaii's premium and midgrade sales mix
(as a percent of total gasoline) has been steadily declining, to where
premium was about 21% last year. The US premium sales in 2004 were
11%. Hawaii midgrade sales were 7% last year, and U.S. midgrade sales
in 2004 were 5%.

The Hawaii midgrade percentage was about 2% higher than the US
average. ICF believe the premium and midgrade ratios in some of the
mainland markets ICF evaluated were likely higher than the US average,
but did not spend any time to validate. The fact that Hawaii's premium
grade mix has been steadily declining as a percent of sales {See ICF
report Exhibit 1.1), and given the relatively stable refinery configuration in



the State over the past 6 years, would lead ICF to believe that there are
no extraordinary costs associated with premium grade production
compared to mainiand markets, even with a higher mix of Premium sales.

c) No, per the discussion in b) above. So while ICF has no reason to
disagree with Stillwater here, ICF do not see this as a reason 10 alter the
recommendations.

d) ICF did not study the inelastic demand characteristics of the Hawaii
market. ICF note that the significant drop in premium grade as a percent
of sales in the last 3 years (2002 to 2004, from 25% to 20%) could well

represent a response to higher overal! prices, or a better informed public
based on advice in Stillwater.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-44

“Did ICF consider the costs of the various additive packages for premium or midgrade
gasoline in setting the grade differentials?

a. Is ICF aware of whether the differentials that ICF set are higher or
lower than those additive costs?

Response:

ICF did not. Margin recommendations were based on the Mainland experience. While
not aware of the specific premium additive costs, ICF is also not aware of any difference
between Hawaii and Mainland additive costs.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002
CHEV-IR-45
“Is it ICF’s understanding that the retail market in Hawaii is competitive? If so, would
existing Hawaii retail grade differentials be better approximations of wholesale grade
differentials than grade differentials that exist in other areas of the country? Please
explain your response.”
Response:

ICF did not study the Hawaii retail market.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

ICF Report, 5.0 Documents, Data and Information Needed to Determine Zone Price
Adjustments

CHEV-IR-46

“In its analysis of trucking costs related to DTW sales (page 60}, ICF says that it
“believes that Oahu’s trucking costs are representative of Mainland regions used in
determining the DTW marketing margin.”
a. What is the basis for this belief? How did ICF investigate this
issue?
b. What specific characteristics of trucking costs did ICF consider in
comparing trucking costs on Oahu to trucking costs on the
Mainland? in particular, in its trucking cost comparison, what
assumptions did ICF make regarding:
Fuel cost in cents per gailon,;
Trip length in miles;
Average speed
Time to load and unload the truck;
Number of trips per day;
Wages and benefits of truck drivers;
Fixed costs of trucking operations (e.g., insurance, general
and administrative costs); and
Any other factors considered by ICF.

NoOORWN =

o

Response:

a) The belief was based on ICF's experience. ICF's perspective was that urban area
trucking costs are comprised of, as noted above, fixed and variable costs. The “rule-
of-thumb” used to estimate these costs assumes that fixed costs (items 6 and 7
above) run about $60/hour, and variable costs about $0.60/mile. The application of
hours and miles can be subjective, but ICF evaluated urban area round trips of 3 and
4 hours, and 20 and 30 miles (about one hour total to load and discharge) and
identified (per the formula) costs of 2.4 to 3.2 cpg. On average, these were very
close to the average for Oahu provided in company responses.

b) The factors 1 through 7 are refiected in the rule of thumb

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-47

“Does IGF have any reason to disagree with the Stillwater conclusion (Stillwater Report,
page 28) that Hawaii freight rates are “regulated by the Hawalii Public Utilities
Commission” and that Hawaii freight rates are “high compared to mainland truck freight
rates over similar distances in an urban environment™? If so, what is the basis for, and
nature of, for that disagreement?”

Response:

ICF believes that Hawaii truck rates overall are high versus the mainland, but not in
Oahu {compared to mainland urban areas). ICF believes the bulk of truck rates in Hawaii
are not regulated by the PUC, only the 2 tank truck companies referred to in the
Stiliwater report (page 28). The fleets owned and operated by the refiners or jobbers are
not regulated (this is ICF’s understanding).

Sponsor. Thomas W. O’Connor
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ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

ICF Report, 6.0 Zone Price Adjustments

CHEV-IR-48

“CF notes that the Commission asked market participants for “the actual cost fo move
product to the outer zones” and that “as with any competitive situation, there is a range
of costs that were identified” (page 61). Would ICF agree that, whenever there isa
“range” of costs provided, that some firms will have higher costs than the average, and
some will have lower costs?”

a. Would ICF expect that, even if one were to assume that all firms in
the market are equally efficient, some of the cost differentials
across firms could simply be due to the fact that different firms
service a different mix of customers in different locations with
different volumes, and thus face different costs of doing business?

b. Would ICF expect that costs can vary for reasons other than
exercise of market power, or inefficiency?

Response:

ICF would agree that there could be reasons other than inefficiency or market power.
These could include structural areas {terminal size, design, age, etc), or negotiation skill.
Customer base could aiso be an issue (high percent Mom and Pop or cardlock deliveries
versus large truck load drops)

Sponsor: Thomas W. O’Connor
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ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-49

“In discussing barging and trucking cost determination for the zones, ICF relied on actual
company data for 2003 and 2004 (page 61). Has ICF done any analysis which would
support its assumption that 2003 and 2004 were "typical” years for transportation costs
in Hawaii? ©

a. If ICF has done such an analysis, please present the results
showing transportation costs in 2003 and 2004 as compared to a
“typical” period, define what ICF would consider “typical,” and
include any relevant factors ICF took account of in its analysis,
such as fuel cost in cents per galion, the trip length in miles,
average speed, time to load and unload the tanker truck, number
of trips per day, wages and benefits of truck drivers, fixed costs of
trucking operations (e.g., insurance, general and administrative
costs), and any other factors ICF considered.

Response:

ICF has done no analysis which would support its assumption that 2003 and 2004 were
“typical” years for transportation costs, but we know of no reason not to consider those
years typical. No responder cited any such qualification in their responses.

Sponsor: Thomas W. O'Connor
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ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-50

REQUESTS
Docket #05-0002

“In discussing barging and trucking cost determination for the zones, “f{lhese numbers
[actual company data on transportation costs for 2003 and 2004] were analyzed by ICF
{o determine reasonableness based on Hawaii's overall demand level, terminal size, and
barge operational considerations (distance, etc)” (page 61).”

Response:

a.

c)

Based on Hawaii's overall demand level, terminal size, and barge
operational considerations, what barging and trucking costs did
ICF deem “reasonable?”

Did ICF reject any of the company actual data because it was not
“reasonable” based on its analysis of Hawaii transportation
conditions? [f so, were the rejected figures predominately from
one company, a few companies, or did they range over many
companies?

If any company data were rejected, were the rejected figures
predominately too high or too fow?

ICF did not have a pre-conceived notion of what Hawaii cost
levels would be “reasonable”. ICF did have industry experience
which might indicate that mainland terminals with high tank turns
may have all-in costs of 1-2 cpg, and that barging costs in ocean
waters between NYH and Albany/New England can be 2-4 cpg.
ICF expected Hawaii's numbers to be higher than this, and in
large measure they were, and (for the most part) within a
reasonable range. Trucking costs were expected to be as noted in
the IR-46 response for Oahu, and higher in other zones.

Yes, ICF rejected one company’s data in one location because it
appeared that they overstated costs on a cpg basis by not
including volume handled for other companies’ through their
facility.

The rejected figure was too high,

Sponsor: Thomas W. O'Connor
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ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-51

“CF’s estimates of barging costs ‘include an additional cost for losses, inspections, and
demurrage of 0.7 cpg” {page 61). Is this additional cost based on actual company daia
for 2003 and 20047 If not, please explain how ICF developed this additional cost,
including assumptions made regarding the percentage losses, cost and number of
inspections, waiting time at terminals, loading/unioading time at terminals, and any other
factors which are included in ICF’s determination of the additional cost.”

Response:
The 0.7 cpg is based on the company responses (actual data) for 2003 and 2004.

Sponsor: Thomas W. O’Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-52

“Exhibit 6.3 (page 64) shows that the “Impact” of the proposed price caps in August 2004
(measured by the difference between the “Estimated DTW” and “Estimated Rack” and
the “Gas Cap, DTW” and “Gas Cap, Branded” figures proposed by ICF). This Exhibit
shows that the impact would have been significantly higher in the Neighbor Islands
(especially Kauai and Maui/Kahului) than on Oahu. Has ICF performed any analyses
examining the differential impact of its price cap proposals on Qahu versus other zones
for August 2004 or for other months in 2003 and 20047 If so, please present the results
of these analyses in a table similar to Exhibit 6.3.”

Response:

ICF was not able to analyze any broader in terms of months and locations due to the
timing of when the price data was received vs. when the report was due. ICF wanted to
provide at least one month comparison of the gas cap impact on the neighbor islands
compared to Oahu to address concerns citizens in those zones would have.

Sponsor: Thomas W. O’Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-IR-53

“In discussing the effect of the zone price caps on page 64, ICF says ‘[t}he price data
available to ICF for actual company zone pricing was limited to 2003 and 2004, however
an estimate of the impact can be made using data from August 2004.”

a. Did ICF do an analysis of the effect of the zone pricing for 2003
and months other than August in 20047 If so, please present the
results of this analysis on a monthly basis in a table similar to
Exhibit 6.3.

b. Why was August 2004 chosen to estimate the impact if data from
other months in 2003 and 2004 were available?

c. Did ICF do any analyses to determine if the impact in August 2004
was typical of the impact in other months of 2003 and 20047 If so,
please present the result of this analysis.

d. Why are the data presented in this Exhibit a mixture of a 2004
price (“the August 2004 import parity”) and 2005 adjustment
factors (“2005 market and zone adjustment factors™)?

e. Did ICF calculate the zone gas cap impacts for any months in
2005, using all 2005 data (i.e., 2005 “import parity” prices and the
“2005 market and zone adjustment factors™)? If so, please
present these calculations in a table similar to Exhibit 6.3.

Responses:

a) No. ICF did not do an analysis of the effect of the zone pricing for
2003 and months other than August in 2004

b) ICF selected August because it appeared to ICF that data for most
of 2003 (per Exhibit 3.19) would show very high cap impacts and
may not be reflective of the current impact. Moreover, overall price
levels in 2004, in particular the second half, were more reflective
of the current global market. August was just a good month in the
latter part of 2004,

¢) The impact in Oahu is shown on Exhibit 3.19; ICF did not have
data or time to assess if the zone impact was typical of 2003 or
2004.

d) The gas cap data in Exhibit 6.3 was pulled from the Exhibit 7.1
Spreadsheet “D6.3 Total Zone Pricing Adjustments by Grade and
Sales Type 4-7-05". Exhibit 7.1 was developed to show the range
of price variation that may be experienced from zone to zone with
the price caps in a 2005 environment. Chevron is correct in noting
that Exhibit 6.3 should be using the 2004 market and zone
adjustment factors, not 20056. The only difference in these
numbers is that the DTW marketing margin factor is 17 cpg



(based on 2003 Mianland margins), not the 15 cpg determined for
2005 based on 2004 Mainiand margins. Also, the Rack marketing
margin factor is 8.7 cpg for 2004, not the 6.7 cpg determined
based on 2004 data. Thus, for both the DTW and Rack
components of Exhibit 6.3, the impact of the gas caps in August
2004 would be 2 cpg lower (ie less of an impact). All other Exhibits
and graphs in Section 3 are correct as they are.

e) ICF did not. Only one company presented any 2005 pricing data.

Sponsor: Thomas W. O'Connor



ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

CHEV-{R-54

“In discussing the effect of the zonal price caps on DTW and rack prices on page 64, ICF
says “company zone adjustment data was not sufficient to estimate 2004 zone factors.”
Does this statement mean that the 2003 company data (on which the 2004 zone factors
would have been based) were not sufficient to estimate zone factors?”

Response:

The statement, ICF believes, refers to the footnote referencing zones 4, 5 and 6. There
was not complete price information provided, and/or the price information provided could
not be averaged and would have therefore divulged protected information.

Sponsor: Thomas W. O'Connor
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ICF CONSULTING LLC RESPONSE TO CHEVRON U_S.A. INC. INFORMATION
REQUESTS
Docket #05-0002

ICF Report, 7.0 Documentation Needed for Compliance

CHEV-IR-55

“On page 66 in discussing the DTW prices, ICF says “an additional transportation
adjustment was made for situations where additional transport to terminals within a state
may have been required.” For what cities and time periods were these additional
transportation adjustments made? Please provide, on a monthly basis, these additional
transportation adjustments and provide the formula/ methodology for determining them
including all data inputs {e.g., the additional terminals within the state considered, the
cost of transportation to these additional terminals, and any other data used to calculate
the adjustments).”

Response:; ICF’s review of databases indicates that ICF in fact did not adjust the
transportation rates for these 5 states. ICF considered doing so, but in evaluating the
additional pipeline or barge costs, ICF determined that 1) the deliveries into Georgia are
primarily into Atlanta and spurs even as far as Bainbridge only added 10 cents per barrel
(0.25 cpg) to the delivery. 2) Michigan was not adjusted because Detroit was
geographically further from the source market (Chicago) than other areas, and the same
applied to Albany, NY. Tampa’s cost was also assumed similar to Jacksonville and
Miami {which also receive imported volumes) in Florida. There may be a basis for
increasing slightly the cost for Maine, but with Portland being the primary destination
terminal and population center, the adjustment was deemed small. Obviously the ability
to clearly delineate the statewide terminal supply cost requires much more time and
detail than ICF had, but ICF believes the data ICF used was reasonably accurate.

Sponsor: Thomas W. Q’Connor
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ICF CONSULTING LLC RESPONSE TO CHEVRON U.S.A. INC. INFORMATION
REQUESTS
Docket #05-0002
ICF Report, 8.0 Evaluation of Gas Cap Impacts and Other Issues

CHEV-IR-56

“On page 73 in discussing the Oahu DTW and rack prices, ICF says “[bJased on
Hawaii’s gasoline demand by county (DBEDT), and using 2003 and 2004 zone DTW
and Rack pricing provided by the companies, ICF estimated Oahu DTW and Rack
prices.” Please provide, on a monthly basis, the estimated Oahu DTW and rack prices,
Hawaif’s gasoline demand by county, and the zone DTW and Rack pricing. Provide the
formula/ methodology for determining the Oahu DTW and rack prices.”

Response:

Please see Spreadsheet “C3.19 Oahu DTW and Rack Estimate with Figures v4 04-08-
05”. ICF used the 2003 DBEDT data by county, and the price data provided to ICF by
company respondents. The price data is provided on Redacted Spreadsheet “Chevron
D6.3 DTW & Rack Prices — Company Response”

Sponsor: Thomas W. O'Connor
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ICF CONSULTING LL.C RESPONSE TO CHEVRON U.S.A. INC. INFORMATION

CHEV-IR-57

REQUESTS
Docket #05-0002

“ICF recognizes (p. 73) that “the impact of conducting business within the Cap
framework may result in some significant re-evaluation of assets and business by
industry participants.” Did ICF perform any numerical analysis of the likely effect of the
proposed cap on particular “assets” in Hawaii?”

Response.

a.

d)

In particular, did ICF perform any analysis of the effect on the
value of the on-island refineries? On the “business” associated
with on-island refineries?

Would ICF agree that the likely impact of the price cap formulas
proposed by ICF would vary across different market participants?
In particular, would ICF agree that the price cap would have
virtually no effect on sales made through company-owned-and-
operated retail gas stations, since any “wholesale” price “charged”
by the marketer “to” the station would only be an internal fransfer
price?

. Did ICF perform any analysis of the differential effect of its

proposed price cap formulas on different market participants? If
so, what did that analysis indicate?

ICF did not perform any analysis of the effect of the value of on-
island refineries, or the business associated with them. We did
note the in the Executive summary the strategic importance of the
reliability and profitably..

Yes, ICF would agree that the impact would vary among different
market participants

ICF believes that, to the degree that the gas cap reduces
wholesale prices, and that retailers pass those reductions on to
consumers, it is possible salary operated stations may need to
adjust street price to maintain volumes. Hence they could be
impacted. It is, as noted, unclear what retailers will do.

ICF did not perform any analysis of the differential effect of its
proposed price cap formulas on different market participants

Sponsor: Thomas W. O'Connor
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